REPORT OF THE AUDITOR-GENERAL TO THE COUNCIL ON THE FINANCIAL 
STATEMENTS OF MERAFONG CITY LOCAL MUNICIPALITY FOR THE YEAR ENDED 
30 JUNE 2006 


1. AUDIT ASSIGNMENT 

The financial statements as set out on pages ... to ..., for the year ended 30 June 2006, 
have been audited in terms of section 188 of the Constitution of the Republic of South 
Africa, 1996 (Act No. 108 of 1996), read with sections 4 and 20 of the Public Audit Act, 
2004 (Act No. 25 of 2004) and section 126 of the Municipal Finance Management Act, 
2003 (Act No. 56 of 2003) (MFMA). These financial statements are the responsibility of the 
Municipal Manager. My responsibility is to express an opinion on these financial 
statements, based on the audit. 


2. SCOPE 

The audit was conducted in accordance with the International Standards on Auditing read 
with General Notice 1512 of 2006, issued in Government Gazette no. 29326 of 
27 October 2006. Those standards require that I plan and perform the audit to obtain 
reasonable assurance that the financial statements are free of material misstatement. 

An audit includes: 

• examining, on a test basis, evidence supporting the amounts and disclosures in the 
financial statements 

• assessing the accounting principles used and significant estimates made by 
management 

• evaluating the overall financial statement presentation. 

Furthermore, an audit includes an examination, on a test basis, of evidence supporting 
compliance in all material respects with the relevant laws and regulations which came to 
my attention and are applicable to financial matters. 

I believe that the audit provides a reasonable basis for my opinion. 


3. BASIS OF ACCOUNTING 

The council’s policy is to prepare financial statements on the basis of accounting 
determined by the National Treasury, as described in note 1 of the accounting policies to 
the financial statements. 


4. QUALIFICATION 

4.1 Property, plant and equipment 

4.1.1 The council did not periodically review all property, plant and equipment per the 
asset register to assess whether the recoverable amount had not declined below the 
carrying amount nor did they reassess the useful lives of property, plant and equipment as 
required by Generally Accepted Municipal Accounting Practice 17 (GAMAP). These assets 
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were not impaired and accordingly we were unable to verify the carrying value of property, 
plant and equipment of R85 909 621 disclosed in the Statement of Financial Position. 

4.1.2 Furthermore, it was impractical to extend our examination of infrastructure assets 
beyond the assets actually recorded in the asset register, accordingly I am unable to verify 
the completeness, rights and obligations and valuation of infrastructure assets of 
R50 462 361 as disclosed in the asset register and note 8 to the financial statements. 

4.1.3 The asset count conducted by the council as at 30 June 2006 cannot be regarded 
as accurate as mistakes with the linking of the asset number to the bar code were made 
during the count. 


4.2 Inventory 

There was no independent verification of the inventory count as at 30 June 2006 and I was 
unable to determine: 

• If the count was well controlled and occurred in a systematic basis 

• If all inventory owned was counted and marked as counted 

• If inventory movements were controlled 

• If deviations were recounted or resolved 

The municipality’s records did not permit the application of any alternative auditing 
procedures regarding inventory. Consequently I did not obtain all the information and 
explanations I considered necessary to establish the completeness and existence of 
inventory of R5 587 540 disclosed in the Statement of Financial Position. 


4.3 Debtors 

4.3.1 There are unallocated receipts of R2 917 633 at year-end. I was unable to obtain 
sufficient information and explanations to verify whether these amounts relate to debtors or 
income. Furthermore, unidentified deposits of R467 318 included in the bank reconciliation 
were not posted at year-end. Individual debtor’s accounts may thus be overstated and/or 
income may be understated. 

4.3.2 The municipality’s indigent debtor’s process was not adequately applied to the 
provision for doubtful debts. The municipality also did not adequately utilise all debt 
collection remedies available to collect outstanding debt. In the absence of adequate debt 
collection and credit control policies, systems and processes, I was unable to accurately 
determine the reasonableness of the provision for bad debts disclosed in note 12 to the 
financial statements. 


4.4 Value-Added Tax (VAT) 

There was a dispute between the South African Revenue Service (SARS) and the council 
in respect of input VAT of R15 506 695 claimed by the council. Given this and other 
identified discrepancies regarding the accounting for VAT by the council, I am unable to 
confirm the valuation and validity of the VAT receivable of R15 506 695. 
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5. 


QUALIFIED AUDIT OPINION 


In my opinion, except for the effect on the financial statements of the matters referred to in 
the preceding paragraph, the financial statements present fairly, in all material respects, 
the financial position of the Merafong City Local Municipality at 30 June 2006 and the 
results of its operations and cash flows for the year then ended, in accordance with the 
basis of accounting determined by the National Treasury, as described in note 1 of the 
accounting policies to the financial statements, and in the manner required by the MFMA. 


6. EMPHASIS OF MATTER 

Without further qualifying the audit opinion expressed above, attention is drawn to the 
following matters: 

6.1 Basis of accounting 

6.1.1 Accounting policies 6.1, 8 and 9: Financial instruments, accounts receivable and 
trade creditors: 

(a) The measurement of financial instruments, accounts receivable and accounts 
payable is not in line with the requirements of International Accounting Standards (IAS 39) 
which requires initial recognition of all financial assets and financial liabilities to be at fair 
value. 

(b) There is no disclosure of related parties (including key management personnel) and 
related party transactions to ensure compliance with IAS 24. 

6.1.2 Accounting policy 18: Leases 

Operating leases expense should be recognised on a straight line basis over the term of 
the lease and not as they become due, resulting in IAS 17 not being complied with. 

6.1.3 Accounting policy 34: Retirement benefit plan 

The disclosure of the retirement benefit information is not in accordance with the 
disclosure requirements of IAS 19 for defined benefit plans. 


6.2 Weaknesses in internal controls 

The following weaknesses were identified in the functioning of the internal control systems 
of the council: 

(a) The property register has not been updated although it is required to be updated 
annually. 

(b) The municipality does not maintain adequate controls over uncollected traffic fines 
and accordingly I could not verify the completeness of traffic fine income. 

(c) The council had a shortfall of R1 679 022 in the separate bank account for 
conditional grants. 

(d) Asset management is not done in accordance with best practice e.g. asset lifestyle 
planning and preventative maintenance 

(e) I was unable to obtain service level agreements for certain capital commitments. 
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(f) Certain cheques and journal documentation could not be submitted for audit. 

(g) Bank reconciliations for the following accounts for the respective months indicated 
were not submitted for audit purposes: 

• Traffic account (July 05 to June 06) 

• Fochville account (July 05 to May 06) 

• Disaster fund (July 05 to Dec 05) 


6.3 Non-compliance with laws and regulations 

6.3.1 The municipality failed to comply with section 9(a) of the MFMA, by not submitting 
a list of new bank accounts to National Treasury within 90 days. The municipality also 
failed to notify the Auditor-General in writing of the bank account details of each account 
held by the municipality in terms of section 9 (b) of the MFMA. 

6.3.2 The accounting officer did not take all reasonable steps to ensure that 
unauthorised, fruitless and wasteful and irregular expenditure disclosed in note 31 to the 
financial statements are prevented as required by section 62(l)(d) of the MFMA. 

6.3.3 The municipality did not comply with section 70(2) of the MFMA as it did not notify 
the National Treasury in the prescribed format of the overdrawn bank account. 

6.3.4 Fringe benefits on accommodation for certain employees were not taxed as 
required by paragraphs 2(d) and 9 of the 7'^ Schedule of the Income Tax Act, 1962 (Act 
No. 58 of 1962). 

6.3.5 During the audit it was found that the council’s VAT registration number did not in 
all instances appear on suppliers VAT invoices as required by an amendment of section 
20(4) of the Value-Added Tax Act, 1991 (Act no. 89 of 1991) effective from 1 March 2005. 


6.4 Internal audit 

6.4.1 The internal audit section did not prepare a risk-based audit plan and an internal 
audit programme as required by section 165(2)(a) of the MFMA. 

6.4.2 The Internal Audit Charter does not include the following: 

• That the internal audit section comply with the standards for the Professional Practice 
of Internal Auditing as prescribed by the Institute of Internal Auditors. 

• That the appointment or dismissal of the Flead of Internal Audit should be concurred 
with the audit committee. 

• The approved structure of the internal audit section. 

6.4.3 An Internal audit approach, methodology and manual were not prepared. 

6.5 Weaknesses in the computer environment 

My review of the computer environment revealed no changes from the prior year systems 
and processes regarding the following: 

• No documented disaster recovery plan was implemented 
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• No service level agreement was in place for the vendor supporting the BIQ software 
application. 

7. APPRECIATION 

The assistance rendered by the staff of Merafong City Municipality during the audit is 
sincerely appreciated. 


ND Maphiri for Auditor-General 

Rustenburg 

30 / 11/2006 
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